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IXfRODUCT1CIX 
i In Decision Number 62994 (Eiovembm 3, 2oOO). the Arizona Corporation 

appmpriateaess of gas procurement activities”. 7 k s  decision further ordered the 
Commission Staff to ”hold discussions with the Iml dmibution companies ( W s )  and 
othg interested partics and submit a f o d  gas procwmcnt rtvicw ptoccss to tbc 
Cornmisslon for approval by June 1,2001.” 

Cmmision found that 7 h e  Coaunissioo should establish a process to! I revtew the 

In It5 September 6,2000 Staff Report oa tfre Roihg Averase 93.4 &techanism, 
Staffmuxi &at: 

‘3atural gas LDCs purchase gas on the spot market, by using bastn 
indexes, rhaougb longer term contracts, and other mtaas. To ensure that 
eifch LDC’s custmm arc not paying moft than they should, the 
Commission has historically monitond the pmuruncnt of natrual gas by 
the LDCs. In the past when a mew of gas pr0Cure;ment activities has 
taken place it was typically in the COB MI^ of Ik me proceeding. Givcn the 
large number of issues that we dealt with in a typical rate proccedin& the 
issue of gas psocurcrnent may not receive the level of attention that is 
warranted. 11fiiny other sates have a separate gas procurement review 
p m c s  whir h takes piace on m e  type of set scheduic, such as mually 
or cycry other par. Providing a .reparate venue enables the state 
c o ~ s s i o n  to pmvidc the ntccssary asention to gas p m m c n t  issues. 
tWitionaily, there arc caws wtrere L X s  do not have a rate proceeding 
for a large nuxnk of years and therefore there is no forum for a formal 
d e w  of gas procaremtnt issues. This is troublesome from both a 

procurement activities, the regulator may not discover them until many 
ycsrs Mer. For the LDC, the a p g r o p r i ~ ~ c ~ ~  of gas procurement 
activities remaim art opea question and a possible liability w lien thy; is 
I#) farmat t tYi t .W for many yeus.” 

&cause gwitl ly  natural &ss costs may be passad through to r ustomers by LDCs 
througb their purchasd gas; adjustor (PGA) mechanisms on a dollar for dollar basis and 
don’t ucccssarily impact the UXs’ pofitability, it is possibfe that m LDC would not 
have a stmng incentive to apply the needed tesourcrr~ a n d b b t  to do the best job of 
procuring gas for Arizona ratepap. Kmwicdgc that the Commission will do a regular 
review of gas procurement activities will provide Arizona LDCs with a greater incentive 
[o optimize their gas procurement activities. 

This report contains a review of gas procurement issues, as well as Staffs 
recommendations regding a gas procurcmtnt review process. 

rrsulatary 81 3 8131 LJ)(: pcnpcctive. If there 8re pmblcIns with gas 
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"For purposes ;.f CECA recovey. the standard of review to be utilized by 
the Cbnxmxismn :n assessing &e acmn (or lack of action) of 8 utlllt). in a 
~pcciric Gas Pw.!sse Yeat dull be whether the artion (or lack of xtm) 
of a ~ U ~ I U ~ ~  nmortabk v1 Eight of the infonnatinn known. or which 
s b t d  b r  hem at dw hmc of he action (or Iwk of action t '' 

The "kimn M: &wid hate Mown" #andud IS a reasonable bntornce of thc LQZs' md 
mqmye~s' iatercru .mi Staff tecornmd t h ~  this $tadad bc adopt& by the ACC for 
evduilung gas p m c u r c l ~ ~ l  acavttt-. T ~ I J  svsndard is consistart with the previously 
adupmi statsdvd res ding tonga term sa purchase c~~ntmts.  but would bc applicable 
acmss h: entrn gas :irocutm\cnt process. 

Staff rccomm nds zhat thc C o m m o n  rdopt the f'l~owirrg language as the 
stan&pd in Arizona iW dctmnamng the opprapnatemSS of aaturiI gas procurement 
activi tics. 

"In dttmimrg the prudence of natural gas ptocunmmt s~tivitits.,thc 
standard to be applied is whether each indtvidual action, and the utility's 
actions &en as a whole, given the qscific circumstances at the rime, 
rs/acc resonable in light of what the utility knew or should have known at 
that time." 

In previous proceedings the Commission has recognrzed a number of goals that 
&izona LDCs should pursue in their natural gas procurement piocess, indudins 
reliability, price, and price stability. When the proposed standard for reviewing gas 
procurement activities is applied, these previously stated goals should taken into 
consideration. 



PROPOSAL FOR RI:VlEIE\kmG NATURAL GAS PROCbaEMENT ACTKITES 

It is important to undmakr a revim if each LDC's n a m l  gas procurement 
actlvlQeO on a regark basis. but if such a review occurs COO frequently, it k a m e s  an 
unncc=uy burden on both the Commission and the LDC. To, balance these 
considaations, S M  tccomrncnds a dvet year review cycle as reisonable and 
appropriate. fhe pm css would entail conducting an initial review of each LDC's gas 
procuemeat sctivitie: in recent years and setting up a regular schedlile for the future, 
such that :n the f t n ~ r :  tach LDC's &80 procucmtnt activities would he reviewed every 
three pars. The LD's would be divided up Within the three year cycle. Because 
Citizens Utilities and :: outhwest Gas arc the largest and mast complc a x  LDCs, their gas 
procurernat activities mUlJ be the only o m  ntVicwcx3 in their yea:: during the thrce 
yw cycic. M a g  the remaining year of the thret year cycic, Arizona's other remaining 
LDCs, including Bag&d Cgpper Market, Black Mountain Gas, Duncan Rural Services, 
Energy West, and Grabm County Utilities, would have their gas proiurenl&t activities 
reviewed. One b e f i t  of staggering the LDC reviews over a thne year period is that 
each year the ~ ~ ~ i s s i m  staff will b~ able to fwus on a limited number of companies 
(in some years only one company). This albws for a more thorough review and analysis 
than attempting to review all LDCs within one year. 

Each review in die three year cycle wiIl review the natural gas procurement 
actiwties during the three previous calendar years. For example, if Staff was conducting 
a re\iew of natural gas procurement activities in 2005 for an LDC, the natural gas 
procurement activities from 2002 through 2004 would be analyzed. Due to the timing lag 
in gas procurement nportmg, it would take the first several months in 2005 for the LDC 
to finalize Its PGA information through the end of 204. Therefore, under this example. 
I t  IS anticipated that Staff would initiate its review of the LDC's natural gas procurement 



One ~SSMC tiw must k: msolwd is how fhr back these initial reviews will, go. it 
would bc hfficutt, px h in somc CIICS, to p back to the last t h e  a review was 
c o d d  on MCW& gas pnxnmcmm acrivitics. Not onty WOUM i t  bc vcny time 
consuming to BT, back many yuus k t  it wttl &ety be increaihgly difficult to obtain all 
the mods and other hhmdcm mqurcd- A&tk.dy, t h e  have bean changes in the 
n?N3gf gas xndustr>. aMi in Ibenwmcr ttW natural gas costs have been accounted for ;urd 
passed ttmwrgh to rustomas over the ycairs. These factors would add to the complexity 
of a rcvicW which w& go back many pars. Htrucvrr, S M  believes that it is 
imponaat M ctvicw ppst gas pIocunment activities to C N I Y ~ C  W Anzona ratepayer 

In tight of ttrae circtunstmces, Staffkrtiaws that a proptr batandng of the issues would 
be to c d u e t  thc ruwicw of past nrnrral gas procumnent activities ua procurement 
ztivities Erom tbc ir rpanacpIurtion of the June 1999 PGA rnechmkn It0 the present time. 

It is anticipated $rat oillc~ the initial ~ C W S  are complece4 the dares for the 
various steps in tbsc t h n t  year cycle will k finalized. When S W  completes its initial 
micws, it will file a letter Mizing the three year cycle dates. 

cowems have brcn property COrrOrdeTed in the purchasing of llanrrral gas in rtcmt years. 

Under Staff's jmpods, whcn Staffccnnpletcs its ltyitw of i n  LDCknatural gas 
pnwranent ?ctivitietj, S t d f ~ d d  file a rporr d-antirrg its ~ V ~ C W .  The Staff report 
and rccommcndations; wwid be brought to the Coaunidm for apptoral at open meeting. 
There may be some gaS procurcmmt information which the LDCs would consider ta be 
confidential in natun. If Staff a g m ~  the inbnation is proprietary, confidentiality 
agmments can be cx(~cutui to protect the information 6orn public disclosurc. Staff 
wuuld then file a separate public vctsion of its gas procurement review. I 

It should be noted that Arizona LOCs vary greatly in size and that the gas 
pronuwneat activities of a d l  LDC will differ greatly fkom those of a lar3e LDC. 
For example, it is difficult fat an LDC 4th a vcry small throughput tf diversify its 
supply portfolio, an LDC with a large throughput has many more opportunities to 
diversiFy its supply portfolio. 
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USE OF FINDWGS FROM PROPOSED NATURAL GAS PROCtrREMENT REVIEW 

At the end of a dven review by Staff of an LX's natural gas procurement 
activities, Staff would file a report which would document its review of the LDC's 
nanu-al gas procurement activities. This report would also contain findings regarding the 
pmpemes~ of the WDC's aatural 8as procurement activities during the period under 
review. Such findings c d d  be considered by the Commission in funue rate cases and 
other proceedings as is dectaned n v .  If Staff finds improper actions in the 
procurement of natural gas by the LDC, the Commission could take timeiy action to 
addm the sinration, such as filing an Order to Show Cause. it is generally anticipated 
that such action would only be taka if swious problems were found in the LDC's natural 
gas procurement activities. 



The procurement of nntutal 3% IS iu1 mpo.rtylt process that has a sigmiicuit  
impact upon tht: fates 3nd quality of service that ,4nzona natural 3as consumers 
exmcnce. Est.&lishmcnt of a comprehcnrtve :imral 3 s  procurement process u $11 

t k . r  gas procuremat tflixts A process that is clearly defined wili pmvide yreser 
certatnty for the LDCs, the Commission. anti Arizona rawpayen. Both the C o m ~ s s ~ o n  
and the LDCs bcar tespaasibdlty in cnsunng that Arizona ratrpayrs arc best ssrvcrf in 
the purcbsirtg of n d  gas. It i s  imgorurnt that each L X  acavely pursues an optimal 
gas procurement ourtcgy, rihm than m m l y  procuring gas UI a way which the LDC 
believes would mrnrmizc thr regdatory d e w  of its p u r ~ b .  A Commission adopted 
sta& would result m a ctonsistlcnt review of natural gas pmc.mment actrvitics so the 
C K s  ~ 4 1  know what is expected of t h .  

Staffklieves that &e gas proclutment re\ iew process contanplated in this tqon 
woufd UMblc the Ccmmssion to effectively monitor the gas p m c m m t  &ctivihes of 
Arizona LDCs. Although Smf€ has solicited input f b m  intercstcd parties in preparation 
of Our npon and has had i n f d  discusstuns wth a fcw interested parlxts, Staff has not 
received much input fiam interested panice to this point. Xn light of rhe limited response. 
and ptvm rtxtnt c'senu in the d gas mafkct and other energy markets. Suff believes 
that it woutd be bentkid for the Commission to haid one or more workshops on thy 
deugn of a natural gas procurement reVic\k pmesi. Such a wotkshop or workshops 
w w k i  provlde JI panics. including tk Commissioners. with 8 greater opportunity to 
dtscws thc is- tcWd to the review of manual gss procurement activities and provide 
input IO Staff on the design of a review process. The gas procurement proccss 
contundaZcd in t as nrport codd m e  as a starting point for discussions at the 
~woTICsb Ms). If thc Commission agrem drat this approach is aeccptabb, Staff anticipates 
quicklj schtduting .L first workshop. After the tint workshop, input would be sought as 
to whcthcr addttitmil wodcshqs wouM be needed. Mer completion of the necessary 
worksho~s). Staff irould consider the position of all partits, wo ild prcpare a revised 
rm ad would t..mg wn updatsd gas procumntnt review pr~ee:;; to the Commission 
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4 signa! the industry that the Commission ncoyaires that .Utzona LDCs must optimize 

for approval. \ 


